MEMO

To: Robert Sisson, City Manager

From: David Hodgkins, Assistant City Manager/Director of Finance
Date: June 6, 2011

Subject: Unspent Funds from 2005 Library Project Financing

The City financed the construction of the new library in 2005 (2005 Economic Development
Authority “EDA” financing) under an agreement with Fairfax County. Afier long delays in resolving
numerous outstanding issues with the general contractor, library construction and expenditures are
now final, resulting in $2.39 million of the original $22.94 million project funds remaining unspent
and available. The excess funds are the outcome of large contingencies budgeted for the design and
construction of the project, much of which, as a result of stable market conditions, was not needed.
The library contract does not specifically address the distribution/use of remaining funds between the
City and the County. As the project is now finally complete, City and County staff met to discuss
project closure and the options for and ownership of the remaining funds. Both City and County staff
are in agreement that the unspent funds should be allotted to the City, and formal letters of
acknowledgement will be exchanged in the near future.

Though the unspent funds are available for City use, the bond financing documents and federal tax
laws also set restrictions on the use of the unspent bond funds. The points listed below give the
parameters/options for the use of the unspent library funds:

1. The unspent funds may be used for redevelopment projects in the downtown, one of the original
purposes of the 2005 financing. The definition is broad allowing the City to pursue a wide variety
of projects so long as they can fairly be described as “downtown redevelopment improvements” in
the area considered the “downtown location”. Such projects must be capital projects, and hence
downtown maintenance projects do not qualify (i.e. downtown brick sidewalk repair). See attached
map for areas that can reasonable be considered the downtown.

2. The purpose of the financing is exclusively for the design, construction and furnishing of the
library, and redevelopment projects in the downtown. However, in addition to the more specific
redevelopment project purpose already authorized, the City, with consent of the Trustee and the
EDA, may amend the existing agreements to allow the unspent funds to be used for other capital
projects outside the downtown area.

3. The unspent funds cannot be used to offset FY 2012 budget expenditures as the FY 2012 CIP
projects do not fall within appropriate uses of the funds.

4. The County and the City have agreed that the library project is complete, and no additional funds
from the financing (now or in the near future) are required for the library project.
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5. City staff does not recommend unspent monies be applied to pay future annual debt service
payments on the 2005 bonds since staff is of the opinion that it may be challenging to demonstrate
these funds qualify under federal tax regulations as “unexpected excess gross proceeds.”

6. The unspent bond funds may be placed in escrow until the first date when the bonds can be
optionally called (January 2015). There are some economic inefficiencies associated with this
strategy since the City will likely experience negative arbitrage equivalent to several hundred
thousand dollars in the investment earnings, given the current low reinvestment rates. Also, if the
monies are set aside in escrow to call bonds in the future, the amortization schedule may be required
to be adjusted downward (per the Library Agreement with the County), which could trigger or
require the City to pay the County for library operational costs which otherwise would not have
been due.

7. The federal tax laws contemplate that bond proceeds will be spent quickly, typically within three
years of issuance. The longer the City holds unspent proceeds after that three year mark, the more
likely the City may risk tax complications on the financing.
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City of Fairfax, Virginia

2008 Economic Development Authority Lease Reveuue Beads
Adjusted Libeary Debt Schedule for Fuirfaz County GSA
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